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The supervisory bodies, concerned accounting bodies and tax departments have 
long been regulating and rectifying the rules on how to accrue loan loss provision, which 
results in lots of arguments between accounting theory and practice. Accounting practice 
including Chinese CPAs auditing banks as their clients has been plagued with how to 
accrue or calculate loan loss provision in a reasonable or systematic way. 
This article focuses its attention on studying concerned laws and regulations on 
loan loss provision themselves as well as cohesion and coordination between them based 
on analyzing the characteristics of small-sized banks. From the perspective of external 
audit and by applying practical accounting and auditing experiences on loan loss 
provision this article has done some research on loan loss provision faced by Bank A 
under various kinds of regulations and try to make suggestions on how to accrue or 
present loan loss provision in a reasonable or systematic way. This article draws a 
conclusion that the banks should value the weighting adjustments of standard 
coefficients when employing the standard method to calculate the inverse cycle 
provision. In the meantime this article argues that challenges still remain when the banks 
deal with accruing loan loss provision during economic cycle and control the risks by 
using provision rate as the risk indicator. 
This article is characterized with three unique features on research methods. The 
first One is to systematically blend the discussion of accounting issues with external 
auditing practice. The second one is to link theory with practice, which is to study 
practice of the banks based on comparative analysis of regulations on loan loss provision. 
The third one is to combine quantitative with qualitative analysis, which is to find 
solutions to accrue or calculate loan loss provision for small-sized banks in a feasible 
way by employing quantitative analysis such as longitudinal and horizontal comparative 
analysis as well as qualitative analysis. 
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